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1 Newport Beach, California; Wednesday, December 18, 2019

2                        9:10 a.m.

3

4                     (MARK A. STIDHAM,

5             deponent, was sworn and examined

6               and testified as follows:)

7

8          THE VIDEOGRAPHER:  Good morning.  We are on

9 the record.  This is Volume 1 in the videotaped

1009:09 deposition of Mark Stidham in the matter of State of

11 Washington versus LLR, Inc., et al., Cause

12 No. 19-2-02325-2 SEA, in the State of Washington,

13 King County Superior Court, and was noticed by the

14 plaintiffs.

1509:10          The time is approximately 9:10 a.m. on the

16 18th day of 2019 December.  We are convening at

17 5020 Campus Drive, Newport Beach, California 92660.

18          My name is Craig Ellingson from Buell Realtime

19 Reporting, LLC, located at 1325 Fourth Avenue,

2009:10 Suite 1840, in Seattle, Washington 98101.

21          Will counsel and all present please identify

22 themselves for the record.

23          MR. KANADA:  Joe Kanada from the attorney

24 general's office.  With me here today is Tiffany Lee,

2509:10 and on the phone is Breena Roos.
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1          MR. TODARO:  Anthony Todaro from DLA Piper on

2 behalf of the witness and all defendants, and with me

3 is Bill Floratos, general counsel of LuLaRoe.

4          THE VIDEOGRAPHER:  The court reporter may now

509:10 swear in the witness.

6          THE REPORTER:  Would you raise your right

7 hand, please.  You do solemnly state, under penalty of

8 perjury, that the evidence you shall give in this

9 matter will be the truth, the whole truth, and nothing

10 but the truth?

11          THE WITNESS:  Yes.

12                      EXAMINATION

13 BY MR. KANADA:

14     Q    Good morning, Mr. Stidham.

1509:11     A    Good morning.

16     Q    Can you please state and spell your full legal

17 name.

18     A    Mark Alan Stidham.  It's Mark with a K.  Alan

19 is A-l-a-n.  Stidham is S-t-i-d-h-a-m.

2009:11     Q    Mr. Stidham, have you been deposed before?

21     A    Yes.

22     Q    When?

23     A    Multiple times.

24     Q    When is the last time you were deposed?

2509:11     A    I don't recall the exact date but recently.
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1 I had it?

2     Q    Either one.

3     A    Okay.  Yes.  My wife knows I'm at a

4 deposition.  And I don't have a specific secretary, but

509:19 my wife knows.  And I'm sure I told other people I

6 wasn't available today because I was going to a

7 deposition.

8     Q    Got it.  Did any of those people assist in

9 preparing you for today?

1009:19     A    No.

11     Q    I noticed that you brought a notepad with you

12 today.  Does that contain notes from your meeting with

13 your attorneys?

14     A    No.

1509:19     Q    What's in it?

16     A    Notes from -- I don't really know.  I like a

17 notepad whenever I'm doing something.  That page isn't

18 even mine.  My wife did that page.  It's a notepad I

19 picked up and brought so that I would have a notepad in

2009:19 front of me so if there were things that I wanted to

21 remember or things that I wanted to just take note of

22 from this meeting.

23     Q    How are you currently employed?

24     A    I work for LuLaRoe.

2509:20     Q    And what's your position at LuLaRoe?
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1     A    I am a co-CEO and president -- co-president.

2     Q    So you are co-CEO, and you are co-president?

3     A    Yes.

4     Q    Who is the other, or others, CEOs or

509:20 presidents?

6     A    That would be my wife, DeAnne Brady.

7     Q    And how long have you had those co-positions?

8     A    Since the company was incorporated.

9     Q    And when was that?

1009:20     A    I believe that the LLC was incorporated in

11 January of 2014, but I believe that -- there's the two

12 companies, and I believe the corporation was

13 incorporated in early 2015, I believe.  I don't know

14 exactly.

1509:21     Q    Okay.  So back up one second.  So there was a

16 corporation in early 2015, and then there's an LLC in

17 roughly January of 2014?

18     A    Yes.

19     Q    And is it LuLaRoe Corporation and LuLaRoe,

2009:21 LLC?

21     A    I believe that they are referred to as

22 LuLaRoe, LLC, and LLR, Inc.

23     Q    And are you the co-CEO of both entities?

24     A    Yes.

2509:21     Q    And the co-president of both entities?
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1     A    Yes.

2     Q    And those titles have been the same since both

3 of those entities came into existence?

4     A    To the best of my knowledge.  We are a small

509:22 family organization, and so we don't stand on the

6 formality of titles, and so there -- to the best of my

7 knowledge, yes.

8     Q    And what are your responsibilities and duties

9 as co-CEO and co-president?

1009:22     A    That's a broad question.  All of the

11 activities that a CEO would do.  I oversee the complete

12 operation of the company, including finance,

13 production, manufacturing, order fulfillment, basically

14 all operations.

1509:22     Q    And as between you and your

16 co-CEO/co-president, do you divide those duties?  Divvy

17 them out?  Divide and concur?  Hand them out?  How does

18 that work?

19     A    There is a division of responsibility, not

2009:23 formal, but just in our operations.  DeAnne is more

21 focused on the sales side of the business and the

22 fashion side, and I'm more focused on the fulfillment

23 and operations side.

24     Q    And how are you compensated for your

2509:23 employment for LLR and LuLaRoe?
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1     Q    And what is his role?

2     A    He is the VP of sales.

3     Q    Amelia Lyon?

4     A    Yes.  She is a photographer.

509:35     Q    Nicole Thompson?

6     A    No.

7     Q    Jordan Brady?

8     A    Yes.  I believe Jordan works -- there's some

9 overlap in sales and marketing, but he's in a role

1009:35 there somewhere.

11     Q    Michael Brady?

12     A    Yes.  Michael is our head of production.

13     Q    What does the head of production do?

14     A    He is in charge of the production of our

1509:35 products.

16     Q    Got it.  Alex Brady?

17     A    No.

18     Q    Daniella Brady?

19     A    No.

2009:35     Q    Austin Stidham?

21     A    Yes.  Austin is in charge of -- he does

22 compliance and analytics.

23     Q    Morgan Stidham?

24     A    No.

2509:36     Q    Devon Stidham?



Page 91

1          THE WITNESS:  No.

2 BY MR. KANADA:

3     Q    To buy a piece of product directly from the

4 company would be to join and become an IFR; is that

511:38 right?

6     A    That is not correct.

7     Q    Can I have the question read back to me.

8          (The record was read as follows:  "To buy

9          a piece of product directly from the

1011:37          company would be to join and become an

11          IFR; is that right?")

12          THE WITNESS:  Oh, okay.  I'm sorry.  You did

13 state it correctly.  I heard it incorrectly.

14          Yes.  In order to buy directly from the

1511:38 company, you would have to join and be an IFR.  I'm

16 sorry.

17 BY MR. KANADA:

18     Q    And if I understand it correctly, to join as

19 an IFR, I would sign an agreement and purchase an

2011:38 initial onboarding package?

21     A    Correct.

22     Q    How much does that onboarding package cost

23 today?

24     A    $499.

2511:38     Q    And how long has it cost $499?



Page 92

1     A    A couple of months.

2     Q    Before then, how much was the onboarding

3 package?

4     A    I believe it was around $2,500.

511:38     Q    Roughly what time period was the onboarding

6 package roughly $2,500?

7     A    I don't know when it started but until a

8 couple of months ago, and it probably was about a year

9 that it was at $2,500.

1011:39     Q    So the 2018 to 2019 time frame?

11     A    Probably, yeah.

12     Q    Before 2018 to 2019, how much was the

13 onboarding package?

14     A    It was $5,000.

1511:39     Q    And what time period was it roughly $5,000?

16     A    Probably all of 2016/2017.  And, again, I'm

17 spitballing here, guys.

18     Q    Got it.  Before 2016, what was the cost of the

19 onboarding package?

2011:40     A    Earlier, the cost was, like, 2,100.

21     Q    And was it 2,100 from LuLaRoe's inception to

22 roughly 2016?

23     A    At LuLaRoe's inception, there was no onboard

24 package, per se.  As the company grew and we needed

2511:40 some structure around how things were done, then we
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1 developed onboard packages.

2     Q    Okay.  And when were onboard packages

3 developed?

4     A    I would say probably in 2013/2014.

511:41     Q    And when they were first created, they were

6 priced at around $2,000?

7     A    Around 2,000, I believe.

8     Q    Who decides on how much to price the

9 onboarding package?

1011:41     A    The final decision, me.

11     Q    Before the decision gets to you, who comes up

12 with potential changes?

13     A    Input mostly from sales and marketing and --

14 yeah, I would say mostly sales and marketing, a little

1511:41 bit out of finance.

16     Q    So let's use this most recent change from

17 2,500 to roughly 499.  Was that a recommendation that

18 sales and marketing brought to you, or did you decide

19 "I think it should change.  Sales and marketing, tell

2011:41 me what you think it should be"?

21     A    Actually, the latest one was a decision made

22 by me.  I brought it up in an executive meeting to make

23 sure that everybody -- that we were all in accord with

24 it, but that entire process was driven by me.

2511:42     Q    And what prompted you to drive that process?
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1 software, and then we had to implement that new

2 software.

3          So IT probably ran Audrey for six to eight

4 months.

515:15     Q    And since July 1st, 2017, you've been using

6 BLESS; is that right?

7     A    Since July.

8     Q    Since July 2017, LuLaRoe has been using BLESS?

9     A    And it was stood up in January.  And I was

1015:15 sued by CMS, which was the credit card processor, and

11 got an injunction against me, using a software that

12 actually worked because -- I don't know why, but we

13 were forced to -- basically, it was a situation where

14 we were forced to settle with them so that we could

1515:16 actually get a software that would work and fulfill our

16 functions.

17     Q    So it sounds like BLESS has largely made --

18 so -- withdraw.

19          With BLESS, it sounds like there's no reason

2015:16 for IFRs to submit inventory or sales reports because

21 it's automatic; right?

22     A    It's there.  Correct.

23     Q    Was there a time within the past six months

24 where IFRs were asked to submit an inventory and sales

2515:16 report?
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1     Q    And where is finance pulling the data that

2 goes into creating those tax documents?

3          MR. TODARO:  Object on lack of foundation.

4          THE WITNESS:  I don't know.  I would assume

515:32 from our NetSuite accounting.

6          MR. KANADA:  Why don't we do one more

7 document, and then we'll take a quick break.

8     Q    What -- what is an Income Disclosure

9 Statement?

1015:33          MR. TODARO:  Object to the form.

11          THE WITNESS:  It's a -- I'm not sure.  That's

12 a broad question.

13          MR. KANADA:  I'll just hand it to you.  That

14 will be easier.

1515:33          (Deposition Exhibit 49 was marked for

16          identification by the reporter, a

17          copy of which is attached hereto.)

18          MR. TODARO:  What number?

19          MR. KANADA:  This is Exhibit 49, I believe.

2015:34 It's been Bates-stamped WA-AG001175.

21     Q    Do you recognize this, Mr. Stidham?

22     A    Yes.

23     Q    And is it LuLaRoe's 2016 Income Disclosure

24 Statement?

2515:34     A    Yes.
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1     Q    And who prepared this?

2          MR. TODARO:  If you know.

3          THE WITNESS:  I don't know.

4 BY MR. KANADA:

515:34     Q    Were these prepared in any other years other

6 than 2016?

7     A    I also don't know.

8     Q    Do you know where the data came from that was

9 used to create this?

1015:34          MR. TODARO:  Object to the form.

11          THE WITNESS:  Specifically, no.

12 BY MR. KANADA:

13     Q    And do you know when -- so this was -- we

14 pulled this from your website -- from LuLaRoe's

1515:35 website.  Do you know when it was available on

16 LuLaRoe's website?

17     A    No, I do not.

18     Q    Who would be the best person to answer all of

19 these questions?

2015:35     A    Possibly someone in marketing.  Again, I don't

21 know that anybody would have that knowledge off the top

22 of their head.  So, if you are looking for that

23 information, they would need to prepare.

24          MR. KANADA:  Why don't we take a short break.

2515:36          MR. TODARO:  Sure.
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1          THE VIDEOGRAPHER:  Off the record.  The time

2 is 3:36 p.m.

3          (Off the record.)

4          (Deposition Exhibit 50 was marked for

515:36          identification by the reporter, a

6          copy of which is attached hereto.)

7          THE VIDEOGRAPHER:  Going back on the record,

8 the time is 3:49 p.m.

9 BY MR. KANADA:

1015:49     Q    Welcome back, Mr. Stidham.  I'm handing you

11 Exhibit 50.  This is a screen shot of a video -- the

12 first frame of a video we are going to be using

13 momentarily, and it's a screen capture of a YouTube

14 video that's publicly available.  We will be dealing

1515:50 with the video in a moment; but, first, I want to ask

16 you questions about some of the items on this page.

17          Do you see, in the bottom right corner of the

18 video frame, it says "Zoom"?

19     A    Yes.

2015:50     Q    What is Zoom?

21     A    It's a live video-conferencing platform.

22     Q    And LuLaRoe has used it in the past to stream

23 videoconferences; is that right?

24     A    Correct.

2515:50     Q    And if you look an inch below DeAnne's right
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1 hand, there's a little square icon, and it says

2 "Webinar Webinars."  Is that a LuLaRoe graphic?

3     A    I don't know.

4     Q    And the title of the video, according to this

515:51 web page, is "Tuesday 10am LuLaRoe Update Webinar -

6 3.28.17."

7          Earlier, we talked about weekly calls.  Was

8 one of those weekly calls a LuLaRoe update call?

9     A    Yes.

1015:51     Q    And does LuLaRoe make those available online

11 to IFRs?

12     A    We do now.  Again, I'm not sure that we always

13 had the technology available to do that.

14     Q    And, in fact, were those webinars available to

1515:51 anyone, not just IFRs?

16     A    I'm not sure who they were available to.

17     Q    If you look about an inch below "Zoom," it

18 says "18,497 watching now."

19          Does this indicate how many people watched the

2015:51 Zoom video?

21          MR. TODARO:  Objection.  Lack of foundation.

22          THE WITNESS:  I would assume that that's what

23 that is.

24 BY MR. KANADA:

2515:52     Q    Okay.  There's a screen in front of you, which
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1 we are going to use to play portions of this video, and

2 I am going to ask that Exhibit 51 be designated as the

3 video file, if that's possible.  The video file is

4 WA-AG-000973.

515:53          (Ms. Brady:  Good morning.  Good morning.)

6          MR. KANADA:  Okay.  So this is the screen

7 capture.

8     Q    In general, when you presented for the LuLaRoe

9 update webinars, did you prepare a script in advance?

1015:53     A    No.

11     Q    Did you have any outlines or notes?

12     A    Sometimes, yes.  Sometimes, no.

13     Q    Would you generally prepare it with anyone

14 else before presenting on these weekly calls?

1515:53     A    Occasionally, but not generally.

16     Q    And just to confirm for the record, in this

17 video, that's you and DeAnne Stidham; correct?

18     A    Correct.

19     Q    And based on the background that's behind you,

2015:54 can you tell where you are?

21     A    We would be in DeAnne's office.

22          MR. KANADA:  Okay.  I am going to move the

23 video to ten minutes and 30 seconds, approximately.

24          (The video was played as follows:

2515:54          "MR. STIDHAM:  This is in the heavens above
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1 concerns?

2     A    Yes.

3     Q    And what -- how did they articulate the

4 concern, and what did they tell you?

515:56     A    People are generally afraid of change, and

6 people were certain that making a change was going to

7 change everything.  And so my objective was to reassure

8 them that, in reality, nothing really changed.  It

9 was -- it was just aligning the reward system to the

1015:56 desired behavior.

11     Q    And you address this idea that folks might say

12 "Mark, he's only saying that because he's going to get

13 paid."  I just want to clarify when in the process

14 LuLaRoe gets paid.

1515:56          Before 2017, LuLaRoe got paid by the IFR when

16 they ordered product; right?

17     A    Correct.

18     Q    And after 2017, LuLaRoe also got paid when

19 someone ordered product; correct?

2015:57     A    Correct.

21     Q    So that change in the compensation program

22 didn't actually impact when LuLaRoe was paid?

23     A    No.

24     Q    I am going to try to move the video to 12

2515:57 minutes and -- pardon me.  There's a follow-up question







Page 196

1 difference in ordering and sell-through that I was

2 concerned about it.

3     Q    And based -- when, based on the data, did you

4 become concerned about it?

516:00     A    Again, I was concerned about it from day one.

6 You cannot reward Behavior A and anticipate that you

7 will get Behavior B.  Unfortunately, I did not have

8 access to data to identify the rewards for Behavior B;

9 so we took the next best thing.

1016:01     Q    And what about the old, previous comp plan,

11 incentivized, ordering more inventory than one might

12 need?

13          MR. TODARO:  Object to the form.

14          THE WITNESS:  Again, I think we just answered

1516:01 that, and that is multiple reasons why people would do

16 that, many of them social pressure, emotional reasons,

17 poor analysis of your business.

18 BY MR. KANADA:

19     Q    Earlier, we talked about how, when DeAnne

2016:01 first started, in the early days when she first started

21 having other people besides DeAnne sell, there wasn't a

22 comp plan.  I think you said 2014 was when the first

23 comp plan came into existence.

24          Do you have a month estimate as to when the

2516:02 first comp plan came into existence?
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1 Therefore, we need to reward that behavior of selling

2 through.

3          "A couple of other things, other benefits,

4 first of all, it takes away anybody that wants to

516:05 say -- I mean, in social media, there's some comments

6 about this being a pyramid and that we are just pushing

7 the sales.  So I want you --")

8 BY MR. KANADA:

9     Q    Okay.  So let's address some of those points.

1016:05 Why did you tell viewers that the new plan insulates

11 LuLaRoe from FTC violations?

12          MR. TODARO:  Object to the form.  Misstates.

13          THE WITNESS:  I believe that what I said was

14 that the FTC looks at compensation plans, and

1516:05 compensation plans that pay on ordering from the

16 company is one of the indicia that the FTC would look

17 at.  And I wanted to make sure that they weren't --

18 that they -- that they weren't looking at us because of

19 a piece of a plan that may have appeared to not be in

2016:05 alignment with their latest directives.  I don't

21 believe there's law on that.   I believe there's

22 directives and indications from the FTC of what they

23 look at.

24          And we knew who we were as a company.  We knew

2516:06 that we were selling millions -- millions and millions
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1          MR. KANADA:  Okay.  I'm going to move to

2 6 minutes and 57 seconds.

3          (The video was played as follows:

4          "MR. STIDHAM:  ...our leadership being paid

516:21 out based on the sales of your organization.  Now, when

6 I announced that program last May, there was some

7 pushback.  We were going to have a closed-inventory

8 system.  There was some pushback because it was going

9 to create an additional burden in trying to figure out

1016:21 how to get product into your system if you were

11 transferring and buying product from other retailers

12 and some other things.  If there was -- it was just

13 going to make a complicated system.")

14 BY MR. KANADA:

1516:21     Q    Let me pause this.  We are going to keep

16 playing it, but what is an open versus a closed system?

17     A    So a closed inventory would mean that if the

18 inventory wasn't -- that you would not be able to put

19 inventory into your system that you would --

2016:22          We would inject it into your back office when

21 you ordered, and we would push that inventory into your

22 back office.  And if we didn't put it there, you

23 couldn't sell it.  And so that would allow me greater

24 visibility over the inventory.

2516:22          And the retailers came back and said, "We run
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1     Q    And you mentioned fraud and people reporting

2 sales of things they don't actually sell.  Why would an

3 IFR engage in that type of fraud?

4     A    To get a bonus check.

516:23     Q    And what did LLR do to try and verify that

6 retail sales actually occurred?

7     A    We watch.  We have -- we have internal

8 visibility on things that are anomalies, and I'm not

9 going to tell you what they are on the record because

1016:24 we watch and we have indications and we have systems in

11 place to address those issues.

12     Q    And when were those systems put in place?

13     A    They continue to be put in place.  They are an

14 ongoing response to the people who cheat and their

1516:24 creativity.

16     Q    So I understand that they are being -- they

17 are in place now, but when were they first put in

18 place?

19     A    Right after we implemented this program.

2016:24     Q    And I'll say on a monthly basis, on average,

21 how many instances of fraudulent retail sales does this

22 system catch?

23          MR. TODARO:  Object to the form.

24          THE WITNESS:  You know, again, they are all

2516:25 over the map.  Some of them are small enough that they
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